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SECPS ADOPTS NEW REQUIREMENTS ON
CESSATION OF CLIENT-AUDITOR RELATIONSHIP
faxing a copy of the SECPS letter

( 3) certified mail, return receipt

and Exchange Commission

to the SEC - Office of the Chief

requested.

(SEC) receives more timely

Accountant (202/504-2724; Attn:

To ensure that the Securities

These rules apply to all mem

notification when an auditor and

SECPS Letter File/Mail Stop 9-5).

ber firms that had been the auditor

client sever their relationship, the

The date of the fax will be consid

of an SEC registrant and have

SEC Practice Section has adopted

ered the notification date.

resigned, declined to stand for re

If a fax transmission is not pos

election or been dismissed. Even if

the content of the Standard Form of

sible, other alternatives, in order of

the former client files an 8-K within

Letter Confirming the Cessation of

preference are: (1) U.S. Postal

the five-day period, that does not

the Client-Auditor Relationship and

Service overnight delivery; (2)

obviate a member firm’s obligation

how such letters are transmitted to

commercial overnight courier; or

under the notification requirement.

several new requirements affecting

the SEC.

Effective immediately, these
letters should now list the exact

name of the registrant and the
Commission File Number as it

appears on the cover page of the

Form 10-K. If the cessation of the
client-auditor relationship affects

multiple SEC registrants (e.g., a par
ent with publicly registered sub

sidiaries, series of mutual funds, etc.),
IN THIS ISSUE

Lessons from
litigation

the exact name of each registrant
and each Commission File Number
should be included in the letter.

SECPS member firms are
Loss prevention
begins with
client acceptance
policies

required to notify the former client

and the Office of the Chief
Accountant at the SEC in writing by
the end of the fifth business day fol

CPE requirements
apply to more than
just full-time CPAs

lowing the member firm’s determi

nation that the client-auditor

relationship has ended. The SEC
Answers to ques
tions from SECPS
member firms

asks that member firms satisfy the

SECPS notification requirement by

TEAM CAPTAIN TRAINING REQUIRED
FOR SECPS PEER REVIEWERS
f you plan on serving as a

I

or after April 1, 1993, SECPS

team captain on an SECPS

reviewers must assess inherent

peer review, you must have

risk and control risk as they

attended a peer review training

relate to the reviewed firm’s

course as recently as last year.

accounting and auditing practice

SECPS peer review standards

and its quality control system.

make this requirement effective

Based on that assessment, the

April 1, 1993. Additionally, new

review team then determines the

standards now require team cap

offices and engagements that it

tains to participate in eight hours

will review to reduce peer review

of CPE in practice monitoring

risk to an acceptable low level.

issues every five years.
These new peer review

To fulfill the continuing

education requirements, SECPS

training requirements were

team captains may participate in

adopted, in part, to ensure that

the introductory AICPA training

SECPS reviewers appropriately

course, “How to Conduct a

implement the new risk-based

Review Under the AICPA

approach for selecting offices

Practice-Monitoring Programs,”

and engagements for review. For

or the advanced course, “Current

all SECPS reviews conducted on

Issues in Practice Monitoring.”

LESSONS FROM LITIGATION:
EXAMINING A COMPANY’S INTERNAL CONTROLS — CAN YOU AFFORD NOT TO?
ecent litigation makes it clear that the public wants infor

R

mation that will provide an early warning about the health

of a business... and they expect CPAs to provide this infor
mation. With increasing frequency, the plaintiff's bar is blaming

CPAs for failing to point out a company’s internal control weaknesses

—weaknesses that have often caused a company to go belly up.

■ Transaction trails or calculations
that are difficult to follow;

■ Controls that are not operational or
understood by staff;

■ Numerous “correcting” journal
entries;

■ Controls that are frequently

Case Histories

memorandum to the audit manager,

For example, in one case, plaintiffs

the firm never responded adequately.

blamed the client’s CPAs for mis

During litigation, the plaintiff

statements in interim financial

emphasized this omission to dem

statement reports not covered by

onstrate recklessness on the part of

the CPA’s opinion based solely

the CPA firm.

Also, determine whether a

company is under pressure from
excessive leverage, increased
competition or poor management.
Such situations lend themselves

to internal control problems and

upon the CPA’s failure to have

Finding The Red Flags

can increase the probability of an

advised the client’s management of
internal control weaknesses.

Even if weak internal controls are

illegal act.

In another case, the CPA firm

only remotely connected to a com

had been auditing the financial

pany’s collapse, lawyers and their

statements of a savings and loan

clients attempt to attach fault to the

institution for 15 years, but had not

CPAs. For this reason, whenever

uncovered the fact that the presi

there are serious weaknesses in

dent of the institution had been

internal control or suspicious trans

embezzling funds for the last seven

actions, the auditor must view these

years. Although one of the CPA

as red flags. Following up on these

firm’s accountants had noticed

signals may lead the auditor to

weaknesses in internal controls and

defalcations', fraud, or serious busi

had expressed these concerns in a

ness problems not adequately
addressed by management.

In performing engagements,
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auditors should be alert to these
specific control risks:
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overridden.

■ A lack of supervision or poor

supervision by management;
■ Poorly controlled operations,

changes in trends not monitored,
investigated or completely
explainable;

Auditor Guidance
SAS No. 55 requires the auditor to

obtain and document a sufficient
understanding of the three elements

of an internal control structure —
the control environment, the

accounting system, and control pro
cedures. The auditor should then

assess the control risk for manage

ment’s assertions embodied in the
financial statements.

SAS No. 60 requires auditors
to report, preferably in writing,
matters considered to be reportable

conditions.

For more information on assess

ing a company’s internal control sys
tem, see the recent report “Internal

Control — Integrated Framework.”

Published by the Committee of

Sponsoring Organizations (COSO)
of the Treadway Commission, the

report is designed to help manage
ments evaluate and improve their
internal control systems.

LOSS PREVENTION BEGINS WITH CLIENT ACCEPTANCE POLICIES

M

ost firms can’t afford to

prospective client’s business, size,

decisions that can later have a

accept a new audit client

and other factors, here are some

detrimental effect on the CPA.

with a handshake. The

issues to consider before accepting

increasing cost of litigation a new audit client:

agement works with its board of

directors. Remember, too, a weak

to accounting firms has made
the acceptance of engagements a

risky venture. Firms can reduce
the potential for a lawsuit by

ensuring that strong client accep

tance policies are in place and

that firm personnel consistently
adhere to them.

Also, consider how well man

■ Assess management integrity.
Prospect companies that have unco
operative or incompetent manage
ment teams not only make the job
of the auditor more difficult, but
also place the auditor and his or her
firm at greater risk.
When considering a prospective

board of directors can be chalked

up as another liability for the com
pany. Indeed, a strong, involved
board of directors is one of the best

defenses for CPAs.

but one of the nine elements of

agement personnel (CEO, CFO,

■ Consider management's
relationship with the
predecessor accountant.

quality control, it is of primary

COO) have been with the company,

Call the predecessor accountant to

importance when it comes to loss

learn about their prior employment

determine whether there are any

prevention. Many of the problems

experiences, and take a close look at

facts that might have a bearing on

auditors face from litigation stem

their current responsibilities.

management integrity. Find out if

from their failure to identify and/or

Beware of the autocratic CEO who

there were disagreements between

adequately consider information

fails to consult senior staff when

the predecessor accountant and the

that is available to them when they

making important financial and

company and obtain the predeces

accept a client.

operating decisions. This type of

sor’s viewpoint as to why services

individual may be taking more risks

were terminated.

Although client acceptance is

While client acceptance proce

dures may vary depending on the

client, find out how long the man

than necessary or may make bad

Continued on page 4

CPE REQUIREMENTS APPLY TO MORE THAN JUST FULL-TIME CPAS
PAs who are employed full time in an

C

amount of supervision received, managerial func

SECPS member firm are not the only ones

tions performed, the type of knowledge the indi

required to participate in at least 20 hours of

vidual must possess for his or her position, and the

degree of client contact.
qualifying continuing professional education (CPE)

every year and in 120 hours every three years.
To meet quality control standards, SECPS

Part-time professionals employed in member

firms are also subject to CPE requirements if

member firms must ensure that all “professionals”

they work year-round. The nature and extent of

receive the education necessary to meet their

training depends on the type of work they perform,

assigned responsibilities. These include non

the degree of supervision they receive, and the

accounting professionals, such as actuaries, sys

number of hours they work.

tems analysts, and management consultants.

In determining whether a particular individ

If you have specific questions about the

applicability of CPE requirements, call the AICPA

ual should be considered a professional, the firm

Quality Review Division at 201-938-3030 or the

should consider the type of work performed, the

SEC Practice Section staff at 1-800-CPA FIRM.
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ANSWERS TO QUESTIONS FROM SECPS MEMBER FIRMS
uestion. Are banks and other financial institutions

Q

and loan association, credit union or insurance company)

that file periodic reports with the Comptroller of

with (1) less than $5 million in assets and less than 500

the Currency, the Federal Reserve System, the Federal

shareholders or (2) less than 300 shareholders, should

Deposit Insurance Corporation or the Office of Thrift

the matter be reported to the QCIC?

Supervision subject to the Section’s requirements with

respect to partner rotation, concurring partner review,
proscription of certain management consulting services,

reporting management consulting fees to the audit com
mittee or board of directors, and reporting litigation to
the Quality Control Inquiry Committee (QCIC)?

nswer. No, not as a required item. However, the

A

QCIC can request that the firm provide a copy of

the complaint if and when the QCIC becomes aware of
the matter. If after reviewing the complaint, the QCIC

determines that the allegations indicate a possible need

for corrective measures not previously addressed by the
nswer. Yes. Although performing audits of such

A

clients would not in and of itself require a firm to

firm, it can request the member firm to voluntarily place
the case on the QCIC agenda.

join SECPS, under the Section’s expanded definition

of the term SEC client, SECPS members must apply

these requirements to such clients unless the entity has

(1) less than $5 million in assets on the last day of its

three most recent fiscal years and less than 500 share

holders or (2) less than 300 shareholders.

uestion. If a member firm conducts an audit of a

Q
A

subsidiary of an SEC registrant, is a concurring

partner review required for that engagement?

nswer. No. However, if the subsidiary itself files

periodic reports with the SEC, it would be consid

uestion. If a federal or state governmental agency

Q

files a lawsuit against a member firm for an

the concurring partner review requirement. Accordingly,

alleged audit failure involving the financial statements

the member firm should perform a concurring partner

of a regulated financial institution (e.g., a bank, savings

review.

CLIENT ACCEPTANCE
POLICIES (Continuedfrom page 3)

■ Review a potential client’s finan
cial and management history.
To effectively identify the risks asso
ciated with a particular new client,
give special attention to its financial
condition — past and current. Look
at its sources of revenue. Have there
been many unexplained fluctuations
in earnings? What are the sources of
financing? How does the company’s
financial standing compare with com
panies in the same line of business?

■ Interview affiliated or related

condition, going concern problems, or

third parties.

material contingent liability prob

It’s important to know the related

lems, that would make accepting the

third parties with whom the prospec

client engagement a high risk.

tive client company may have trans

whether a change of ownership may

■ Be sure your firm has
requisite skills.
provides an opportunity to obtain
Clarify the nature and extent of ser
their views about the prospective
vices needed by the potential client
client, to evaluate the types of organi
and determine what specialized
zations and individuals with whom
knowledge is needed for the engage
the client is involved, to learn first
ment. Be honest with yourself about
hand how third parties plan to use
the firm’s technical competence in
the audit report, and to educate them the area in which you are expected to
provide service. Failing to do so not
about the report’s content.
only violates professional standards, it
will
increase your firm’s exposure to
■ Identify unusual circumstances.
Determine whether there are any cir potential liability.

occur in the near future.

cumstances, such as poor financial

Find out who owns the busi
ness, how long they’ve owned it, and
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ered an SEC registrant for purposes of implementing

actions for several reasons. This

